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FINANCIAL OPERATIONS OF SAG WITH NTS 


The Government rarely does any exchange operations with NTS, 
It draws on them in terms of the original currencies received, 
Often however, it pays out large sums of foreign currency to Kaaki 
which presumably are converted into riyals or other currencies, 

The Government over-draft is supposedly limited to $6 million, 
It is not often less, but sometimes is down to 1 or 2 million fol- 
lowing receint of Aramco nayments. Sometimes just before these 
payments come, the over-draft for a very few days may rise even to 
$10 million or a little more. 

The Government over-draft is figured by lumping together the 
various foreign currencies held for Government account and also 
gold and silver coins. Some of these may show a credit and others 
a debit balance, 

The gold sovereigns and riyals held for Government account 
are placed to the credit of the Government and thus there may be 
debits secured by these, 

The Government pays a discount of 33% on the discounting of 
Aramco payments through Chase Bank, On a debit in sterling NTS 
charges 4%, the Bank of England rate, This charge is called 
"commission" and not interest, 


The monthly total spending of the Government is apparently at 


( 


Arthur N, Young 


the rate of $11-12 million, 
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sh 15, 1952. 
fthis meeting wes held in order to receive and discuss summary esti- 
mates of roveres and expenditures of the SAG for the financial year 
1571-72, ‘the summary Yeport submitted in Arabic text included budget 
estinates for the 28 Government activities, Of these 28, 21 were based 
on actual budget estimates received and reviewed by the Director Gen- 
efal of Finance, The other seven, including the budgets for; 
1, Riyadh Affairs 
2. Viceroy's Department and Consultative Assembly 
3, Poreign Ministry 
4, Ministry of Defense 
| 5. Saudi Arabian Airlines 
j 6, Department of Agriculture 
7. Department of Posts and Telegraphs 
were @Stimated by the Director General of Finance on the basis of the 
previous year's experiences since these seven departments had either 
not submitted budget estimates or had submitted their estimates too 
late for appropriate review. 

The matter of budgetary procedures in dealing with original esti- 
mates and supplemental estimates was discussed at some length, Briefly 
the system provides that Ministries and Departments shall submit their 
budget estinates to the Viceroy; the Viceroy refers the estimates to 
the Minister of Finance who studies the estimates through the facili- 
ties of the Director General of Finance, The Director General of 
Pinance considers the estinates in the light of actual expense %® data 
naintair®y him and receives the advice of a Budget Review Committee 
(consisting of five Ministers and Department heads, plus two Syrian 
consultants, with the Director of Budgets as secretary) before 

} making his recommendations to the Minister of Finance. The Minister 
of Finance approves the final budget and presents it to His Majesty, 


the King, It was apparent from the conversation that the offices of 










of Finance have done much work in compiling and 
tual expense data regarding costs against which to study 
budget estimates, If the present system of classifica- 






will be available in succeeding years, 

Shaikh Houssein must present his final budget two weeks from to- 
day and has been instructed to obtain the comments and endorsement of 
the Finance Mission regarding this year's budget before that time, 
Accordingly, it was agreed that we would provide him with our comments 
and recommended policy on Thursday, March 20, after studying the transe 
lation of the budget summary given us, 

here was also some probing disoussion of potential areas of im- 
provement of the budget system, specifically with regard to the devel- 
opment of estinates for salaries and wages and for construction, It 
appears from this discussion that a great deal more factual data than 
was originally believed to exist is actually made available to the 
Budget Director along with the estimates submitted by the Ministries 
and Departments, A special meeting between Sayed Ali and Mr, Stacy 
was scheduled for Monday, March 17 at which time a much more detailed 
and thorough disoussion of the classifications used in the present 
budget system will take place, 


ToAede 
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of conversation with Jim Metzger, Technical Manager 
Saudi Arebian Airlines, april 9, 1952 , y 


The purpose of this conversation was to develop information as 
to the revenues and management system of the Saudi Arabian Airlines, 
My, Metzger as Technical Manager of the Airlines has no responsibility 
for the keeping of either financial or opera Statistics and rece 
ords. This is done by the Accountant for the Airlines who reports 
Qirectly to Col Tassan. 


The Airlines are under the jurisdiction of the Minister of De- 
fense, the Deputy Minister for Air and the Deputy iinister for Civil 
Aviation, Since all of the incumbents of these offices are members 
of the royal family, each may direct the activities of the Airline 
acoording to his respective requirements. 


The Airlines carries both freight and passengers though commereial 
freight traffic is discouragid on the grounds that demands of this 
type of service might interfere with demands for freight service by 
the royal family, This "discouragement" is accomplished by the sstabe 
lishment of noncompetitively high rates, Passenger traffic 1s about 
65% fare-paying and tha balance Government ox official traffile which 
is usually billed but fares are never actually paid by the Governe 
ment Departments and other official usexs, 


The estimate shown in the proposed budget for 1571-72--SR 5 mile 
lione- was considered to be extremely low by Metzger even considers 
ing that this included only oash fares collected, He estimated that 
the actual cash revenue should probably be at least three times that 
amount in consideration of the following conditions: (1) Cash ree 
ceipts collected by the Airline agency in Cairo and in Heizut are 
never returned to Saudi Arabia but remain on deposit at those points 
and are used for the personal expenses of the royal family and other 
Government officials, (Cash receipts received internally are ape 
parently also subject to free and unlinited disposal of the Minister 
of Defense and other members of the royal family within the Ministry) 
(2) During the Haj last year it was estimated that some 30 thousand 
passengers were carried between Jidda and Medinah at an actual cash 
charge of $R300 per round trip (this year the cherge will be § 225). 
The revenuo from the Haj alone therefore would be approximately 
$R6.5 million indicating that the estimate of sross revenue given 
above is if anything conservative, 


Tne Airline operates with thirteen DC-3 planes and five Bristols 
and they operate at a minimum of expense. Rates are fixed at an 
amount which would work out to about 12¢ per mile--U.5. internal 
rates run between 2¢ and 3¢ per mile. Actual operating costs of the 
Saudi Arabian Airlines are asserted to be lower than actual operate 
ing costs of airlines in the U.S, Obviously iz the Alrline could 
be sot up as a separate business type operation on its om it would 
be shown as a eben. venture, 

Farr 


More definite facts and fieures may be obtained through future 
discussions with Metager, However, the matter should be pursued 
the budget channels in order to get at such ac bookkeeping 
as may exist with regard to operations, A thorough exame 
dnation and audit of the operations of the Airline would entail ex- 
amination of records and books at Cairo, Beirut, Jidda, Dahran and 
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March 20, 1952 


Memorandum of Conversation of Arthur N, Young and John A, Stacy 
with Shaikh Houssein Jastaniye and Sayed ali Fad'ak (The Director 
General of Customs was also present) 


We hended over the Ynglish and Arabic texts of our comments on 
the draft budget, They stated that they thought that perhaps 90% of 
our recommendations could be accepted, but that some matters would 
take a little time to work out, 


In the course of the discussion the following points developed: 


(1) Debts. Responding to an inquiry whether the item of SR 100 
million represented of 4 to 1 repayment of $25 million advanced last 
pe by Aramco, they stated that Najib Bey had informed them that this 

ramco advance would be cleared during the current fiscal year and 
thus did not figure in the new budget, They stated that the SK 100 
million represented local debts, mainly to merchants, Since the 
accounting is on a cash basis these obligations for the current fiscal 
year would actually be paid to that extent in the coming period, 
Replying to an inquiry whether the SR55 million would complete re- 
payment of pending floating debt, they stated that they did not know 
but that after two or three months they might have in hand information 
permitting an answer to this question, 


Further they stated that no receipts were expected in the coming 
year on the Syrian loan of $6 million, Repayment was to begin after 
three years, 


They stated further that the payments of $100,000 monthly from 
oil royalties to the ExporteImport Bank were not budgeted as expendie 
tures, As a matter of gh policy" these paymonts were considered 
as deducted from Aramco's payments before the latter are entered as 
revenues, The same apparently would apply to the payments to Aramco 
out of royalties (£500,000 monthly) to amortize the cost of the 
existing ratlway, 


(2) Replying to an inguiry ebdout the content of an item of SR69 
million, "Al Kharj project", they stated that this represented antici 
pated peyment on the emmuni $1.on factory whose total cost would be 
about SR155 million over a period of three years, We asked whether it 
covered any other military construction in this area and they stated 
they understood it did not. 


(3) The discussion of reserves included in the budget brought 
forth an explanation that the item "Unforseen Expenses --SR12,744, 745-- 
item 4, article 15" represented a reserve, It 1s fairly obvious, 
however, from a study of other items, particularly those for cone 
struction, that other potential sources of reserve funds have been 
included in the budget, 
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(4) Shaikh Houssein stated that on Monday next he was going to 
Riyadh with the Minister of Finance to present the proposed budget 
to the "Committee." This Committee is composed of members of the 
royal family and top officials and is responsible for reviewing and 
finally approving the actual budget for promulgation by His Majesty. 
The actual members of this Committee are listed as follows: 


H,R,H the Crown Prince 

H,R,.H Prince Faisal 

H.E, Shaikh Abdul Rahmen Tubasyshi 
H,Z, Sheikh Khaled Abu el Walid 
HyE, Shaikh Kashid Ali eo) Kaylani 


Shaikh Houssein asked that we provide him with a letter ( of 
commendation) giving our current views as to the progress which he 
and his staff are making with respect to the development of sound 
and effective budget procedures, “his has been done and will be 
given to him on Saturday. 
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n Wajib Bey Salha, Lr. Young and John Stacy, March 6, 1962, 
office. 4 


Young and Mre Stacy went to Najib Bey Salha's office to discusa 
iin matters relating to the SAG budget for the coming financial year 
72. It was recommended to Najib that in view of the fact that so : 

F many of the Ministries and Departmental budgets were late in being sube | 
mitted that a policy be adopted with regard to the setting up of the | 
| 













official budget. The specific policy recommended was to the effect that 
pending clearance of their specific budget requests each Winistry and 
Department be required to continue along at an even rate of expenditure 
comparing to that experienced by them in the immediately preceding | 
months. Purther, that budget submissions be studied and cleared ine | 
Gividually and in groups as they were received by the budget offices 
Upon clearance of the individual new budgets, they would then become 
official and the blanket prohibitions against spending for new proe 
grans, etc. would automatically be lifted for Departrents whose budgets 
were approved. Najib Bey indicated that he was in full accord with 
this recommendation and would see that something along thie line got 
done. 

Najib Bey further explained that Shaikh Houssein Jastaniya had 
called him by phone requesting that his appointment with us be poste 
poned until Sunday next (March 9). 

Mr. Stacy explained to Najib that he had in preparation a tenta- 
tive program of work, which, upon completion, would offer the Minister 
of Pinance numerous alternative choices for priority attention, upon 
which he would seek the Winister's Judgment as to the order of priority 
of work. Najib said he would be happy to receive this and advise us 
as soon as it was ready, 
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a was the second meeting held with the above mentioned SAG 
officials and had as its purpose going more deeply into some of the 
points covered in the earlier meeting on February 25. The SAG offi- 
cials delivered to Stacy the Bulletin No. 1 of the Saudi Arabian 
Kingdom Ministry of Finance, a listing of the budget categories to 
be used by departments and ministries in submitting their 1371-72 
budget estimates, and the budget estimates of the Ministry of Public 
Health and Welfare and the Department of Education, These items 
were translated into English by the Mecca office, but copies of the p+! ™ 


* original Arabic documents) were also provided. 


Question was raised by Dr. Young as to the status of estimates 
of revenues for the coming fiscal year and elicited the information 
that. such estimates were not yet completed but that they could be 
presented to Stacy on Tuesday, Warch 4 (note: further information 
received from Shaikh Houssein on Yonday, March 3 was to the effect 
that these figures would not be available until Wednesday, March 5). 
This line of discussion also brought out the fact that the Ministry 
of Finance used a rule-of-thumb conversion to anticipate revenues 
in foreign currencies at a fixed rate -- in case of dollar revenues, 
the conversion rate used was four Saudi Riyale to the UeS. dollar, 
Apparently, the pane. conversion rate, is ‘alee used for estimating 
anticipated expenditures in foreign currencies, Adjustments for 
"profit" or "loss" on exchange are made as actual transactions take 
place. Further, in the course of the conversation, it was detere 
mined that the SAG fiscal or "financial" year (extending from 
March 27 through March 16) is fixed by royal decree, the particular 
day? having been selected to assure no conflict with the Haj and to 








i necessary officials would usually be present during the 
her the budget was being developed (fall and winter months), 
The SAO officials explained again that they had not yet been able 
prepare summaries of expenditures for the fiscal year under way, 
aying that the procedure allowed them sixty days following the olose | 
of each fiscal year for balancing accounts. Hence, this information 
for the closing fiscal year, 1370-71, will not be available for some 
considerable time. It was stated, however, that they hoped to have 
available complete estimate figures for both expenditures and rev- 
enues in about two weeks for the fiscal year 1371-72, 

The next meeting with these officials was scheduled to take 
place on Thursday, March 6 in Mr. Stacy's office after Dr. Young and 
Stacy had had an opportunity to go over the material presented at 
this meeting (date later changed to Wednesday, March 5). The SAG 
officials were politely impatient to begin seltieise suggestions 


for improvements in their budget system. 


J.A.8, 


meeting with the Minister of Finance, SAG, Najib Sey 
other SAG officials concerned with finance and customs 
ary 25, at the Ministry of Finance. 


his meeting, following a meeting on the previous day at which 
‘Dunaway and Mr. Stacy were introduced #& Shaikh Abdullah and 
Jib Bey, was held for the purpose of estavlishing relations between 
e Stacy and the SAG officials concerned with budget matters, and 
tween Mrs Dunaway and the SAG customs officials, 





The Minister introduced Shaikh Houssein Jistaniyysa, Director 
General of Finance for SAG, and instructed him to arrange to cooper- 
ate with ur, Stacy by providing all needed information on the SAG 

et and budget system which would eventually put Mr. Stacy in a 
position to make suggestions for the improvement of the budget and 
the operating system, 


The Minister then introduced Shaikh Anwar Aba el-Jadayal, Direc- 
tor of the Jidda Customs District, and Shaikh Taha Dhul » Director 
General of the Al Hasa Customs District, and instructed them to coe 
operate with Mre Dunaway for like purposes. 


Dr. Young, in an exchange of remarks with the Minister, urged 
that every effort be made to permit study by this mission of the 
budget for the forthcoming year which is now in preparation; that 
special consideration be given to the fact that while the revenues 
for the coming year would probably be even greater than last, the 
oil business is subject to ups and downs and SAG should anticipate 
some possible curtailment in revenue in certain years to come if 
there were falling off of receipts from oil; that effort be made 
to reduce actual spending for ordinary purposes in the coming year, 
since it might not be possible tc sustain such a high rate of SAG 
apending in the futures and that effort be made to establish reserves 
out of this yoar's income for future fiscal needs and for other pure 
poses, notably economic development. Shaikh Abdullah was enthusiastic 
in assuring Dr. Young that these thoughts wore also in his mind, and 
that he endorsed the principles as stated by Dr. Young. 


The Minister of Finance, speaking to Mr. Dunaway and Nr. Kennedy, 
indicated that he wanted the tariff fixed in specific duties where- 
ever possible in order to avoid conflicts with merchants as to gad 
dutiable value, Mr. Kennedy advised the Minister that the problem 
of type of duty was being studied in detail; and that upon complee 
tion of these studies recommendations as to type of duty would be 
presented to the Minister for hie consideration, The Winister ine 
dicated his approval of this plan. 


After the meeting it was arranged that Mr. Stacy, Shaikh 
Houssein end Sayed Ali (SAG Budget Director) would immediately 
hold @ meeting in Mr. Stacy's offices and that Mr. Dunaway and 
ir. Kennedy would meet with customs officials on the next day. 
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